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Interest Rates on Farm Loans
INTEREST RATES on farm loans outstand-
ing at insured commercial banks on June
30, 1956 averaged 6.1 per cent. This was
0.4 of a percentage point higher than the
average rate reported in a similar Survey
in mid-1947. The regional pattern of rates
was similar to that of 1947 with higher
rates prevailing in the Southwest and West
than in the Corn Belt and some parts of the
East. Rates on farm loans appear to have
advanced somewhat less over the period than
rates paid by small business concerns for
bank loans of similar size.
The structure of interest rates on farm
loans shown in the 1956 Agricultural Loan
Survey was similar in many respects to
that in 1947 despite changes in the com-
position and in the dollar amount of loans.
In the more recent year, the amount of
loans secured by farm real estate made up
a smaller portion, and those secured by chat-
tels a larger portion, of the farm loan port-
folios of banks. The proportion of loans
repayable in instalments was greater than
in 1947. The dollar volume of loans was
more than double that of 1947, and the
average note was three-fifths larger.
NOTE.—This is the last of a series of articles re-
porting the findings of the Agricultural Loan Survey
made in 1956 by the Federal Reserve System. The
first article was published in the Federal Reserve
BULLETIN for November 1956, the second in the
BULLETIN for January 1957, and the third and fourth
in the BULLETIN for February 1957.
The present article was written by Wilellyn Morelle
of the Board's Division of Research and Statistics.
Data for the Survey are from a sample of about 1,600
insured commercial banks in all major areas of the
United States, including nonmember banks as well
as member banks of the Federal Reserve System.
As suggested by the generally higher value
of assets of the farm sector in 1956 than in
1947 and the still relatively favorable ratio
of aggregate debts of farmers to their assets,
net worth of farm borrowers averaged
higher than in 1947. Gross cash receipts on
which farmers draw to pay carrying charges
on debt and to repay debt aggregated about
the same in both years, but net income in
1956 was about one-fourth below 1947.
Farmers with net worths under $10,000 ac-
counted for 40 per cent of the total number
of non-real-estate loans in 1956 compared
with 70 per cent in 1947; those with net
worths of $10,000 to $25,000 accounted
for 31 per cent compared with 19 per cent
in 1947, and those with net worths of $25,-
000 and over, 23 per cent compared with
9 per cent.
Small loans continued to carry signif-
icantly higher rates than large loans. As
in 1947 there was considerable concentra-
tion of rates at the 6.0 per cent level. In
both years, average rates on loans secured
by real estate were about 1 percentage point
lower than rates on loans otherwise secured.
As between different borrowers, rates
varied most with size of note. They also
varied considerably with creditworthiness
as measured by net worth, with method of
repayment, and security of loan. Smaller
variations appeared for other loan charac-
teristics—purpose, maturity, and renewal
status—and for such borrower characteris-
tics as tenure.
Some rate differences related to general
economic and institutional characteristics of
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the various regions of the country, for which
the Survey provided no measures. In areas
where agriculture is characterized by small
units and variable incomes, as in some re-
gions of the South, rates may have been
higher, because of poorer risks, than in areas
with larger farms and more stable incomes,
like the Corn Belt. Sharp fluctuations in
demand for loans in areas with highly sea-
sional farming activities may have been re-
flected in higher rates on loans. In some
regions relative scarcity of capital funds
contributed to higher rates of interest gen-
erally, including those on farm loans.
Bank rates on farm loans are influenced
by competition with other lenders, primarily
the agencies supervised by the Farm Credit
Administration (the production credit as-
sociations and the Federal land banks), in-
surance companies, and individuals. The
degree of competition varies from one local-
ity to another and among different types of
loans. Prevailing rates on obligations in
broader markets indirectly affect the rates
that farmers pay, through competition for
funds which otherwise might be invested in
farm loans.
SIZE OF LOAN
The size of loan is the most important factor
affecting the interest rate paid by a farmer
for bank credit. The 1956 Survey shows
that rates at all insured commercial banks
ranged from an average of 7.4 per cent for
notes under $500 to 5.3 per cent for notes
of $25,000 or more, a difference of 2.1 per-
centage points. This inverse relation be-
tween interest rate and note size existed
for loans cross-classified by security, ma-
turity, purpose, and repayment method, and
by such borrower characteristics as net
worth and farm tenure.
Interest rates reflect certain basic costs of
negotiating and administering loans. In-
terviewing and investigating applicants, ap-
praisal of security, closing and collecting
loans, and keeping records are some of these
basic expense items. In addition, special
services such as counseling on farm financial
management may be provided by a bank
officer with special knowledge of farming.
Since the dollar total of these expenses may
be little more for a large loan than for a
small one, the expense is a smaller propor-
tion of the amount loaned. This tends to
make interest rates decrease as size of loan
increases. In some cases, and probably
more commonly than for larger loans, such
costs on small loans may be reflected in
service charges or fees in addition to the
quoted rate.
Lower rates on large loans also reflect the
bargaining power of large-scale borrowers;
banks wish to hold the business of such bor-
rowers and therefore tend to give them more
favorable terms. On the other hand, banks
may tend to lend at usual rates in vary-
ing amounts on informal lines of credit to
their regular customers; this moderates va-
riations in interest rates and is reflected in
the concentration of rates around 6 per cent.
Notes arranged by size and by interest
rate in Table 1 clustered around 6.0 per
cent in all size groups. More than two-fifths
of the number of notes outstanding had rates
of 6.0 per cent, and about a tenth had rates
under 6.0 per cent. Almost half had rates
of 7.0 per cent or more; this group included
many small notes and the total was only
about one-fifth of the amount of farm loans
outstanding. Though 6.0 per cent was the
most frequent rate in each size group, the
median rate for notes under $500 was 7 per
cent and for notes of $10,000 and over, 5
per cent.
The range in average interest rates as-
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TABLE 1
FARM LOANS BY INTEREST RATE AND SIZE OF NOTE, JUNE 30, 1956








































































































































































































































































1 When originally made or (if renewed) when last renewed.
2 Less than 500 notes.
3 Less than one-half of 1 per cent.
4 Rates are weighted by amounts outstanding. The mean rate is
used throughout the article.
NOTE.—Details may not add to totals because of rounding.
sociated with variations in size of note was
wider in the West and parts of the South
where interest rates generally are higher than
in other regions of the nation (Table 2).
In the Dallas Federal Reserve District rates
ranged from 8.7 per cent on loans under
$250 to 5.7 per cent on loans of $25,000
and over, a spread of 3.0 percentage points.
Spreads almost as wide occurred in the San
Francisco, Kansas City, and Atlanta Dis-
tricts. In the Dallas and San Francisco
Districts rates on small loans were from 1.0
to 1.3 percentage points above the average
for the country. Rates on large loans in
these districts were also higher, by 0.1 to
0.4 of a percentage point, than for the coun-
try as a whole. The structure of rates was
lower and the spread somewhat less in the
Mid-West and in parts of the East than the
average for the country.
PURPOSE OF LOAN
Interest rates averaged 6.2 per cent on farm
loans for current expenses, 6.7 per cent on
loans for intermediate-term investment pur-
poses, and 5.2 per cent on loans to buy real
estate. Tables and some analysis of rates
by size and purpose of loans were included
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TABLE 2
INTEREST RATES ON FARM LOANS, BY SIZE OF NOTE AND BY FEDERAL RESERVE DISTRICT, JUNE 30, 1956





















































































































































1 When originally made or (if renewed) when last renewed. 2 Too few notes for a significant average.
TABLE 3
INTEREST RATES ON FARM LOANS, BY PURPOSE AND SIZE OF NOTE, JUNE 30, 1956






































Consumer durable goods. ..
Improvement of land and
buildings
Farm real estate purchase
Repayment of debt


































































































































1 When originally made or (if renewed) when last renewed. 2 Too few notes for a significant average.
in preceding articles.
1 In general, differ-
ences in rates related less to the purpose of
the loans than to other characteristics.
In each purpose group, as Table 3 shows,
1 Information on interest, rates on all loans by
purpose appeared in the BULLETIN for Nov. 1956,
p. 1173; on loans for intermediate-term investment
purposes, in Jan.. 1957, pp. 16-17; on loans for cur-
rent expenses and to buy real estate, in Feb. 1957,
pp. 132 and 141, respectively.
rates declined as the size of the loan in-
creased. In most size groups, loans to fi-
nance intermediate-term investment carried
higher rates than loans for other purposes,
while loans to buy real estate, which usually
are secured by real estate mortgage, carried
the lowest rates.
Among loans to finance intermediate-
term investments, the difference in rates was
Federal Reserve Bulletin: March 1957INTEREST RATES ON FARM LOANS 263
most pronounced for the smaller size classes
where loans to buy farm machinery and con-
sumer durable goods were concentrated.
Loans for such purposes, with rates averag-
ing 7.1 and 8.5 per cent, respectively, were
frequently repayable in instalments with in-
terest charged on the original amount. As
will be indicated later, loans with interest
charged in this manner had the highest in-
terest rates. The intermediate-term invest-
ment loans in larger size groups were fre-
quently made for the improvement of land
and buildings and for the purchase of live-
stock (other than feeder stock), and rates
were not appreciably different from similar
size loans for other purposes.
Rates on loans for the purchase of feeder
livestock were consistently lower, for loans
of the same size, than those for other current
operations or for the purchase of other live-
stock. This rate differential is explained in
part by the better credit standing of the
large scale operations typical of feeding
enterprises, which are concentrated in cer-
tain regions.
LOAN CHARACTERISTICS
Some variations in interest rates were found
for characteristics such as security, maturity,
method of repayment, and renewal status of
the loans (Table 4). In general, these va-
riations were greater for small loans than
for large loans.
Security. Although security requirements
are strongly influenced by custom and tradi-
tion, which vary by region and by bank, they
are one expression of the lender's judgment
of the risk involved in a loan. Small and
medium-size loans showed significant va-
riation in rate when classified by security.
For loans in size groupings under $5,000,
average interest rates differed 1 percentage
point or more for different types of security.
Almost half of the number of notes out-
standing on June 30 were secured by chattel
mortgages and these notes had the highest
TABLE 4
INTEREST RATES ON FARM LOANS, BY SELECTED LOAN CHARACTERISTICS AND SIZE OF NOTE, JUNE 30. 1956
[Average annual rate at insured commercial banks, in per cent]
Loan characteristic
All loans . .
Security
2:
Unsecured.... . . ...
Endorsed..
Chattel mortgage
Farm real estate mortgage
Repayment method:
Single payment
Instalment—interest charged on the unpaid balance













































































































































1 When originally made or (if renewed) when last renewed. 2 Loans secured by Government guarantee or by "other" security
not shown separately.
Federal Reserve Bulletin: March 1957264 FEDERAL RESERVE BULLETIN • MARCH 1957
rate in each size group. This differential
may largely reflect a greater risk ascribed
to these loans—indicated by the fact that
lenders were not willing to make the loans
on an unsecured basis. The importance of
chattel-secured loans in bank portfolios re-
flects the substantial proportion of farm as-
sets invested in chattels and the practice at
many banks of taking as security for the
loan the chattel purchased with the proceeds
of the loan. In some regions it is customary
for banks to require some security for loans
regardless of the creditworthiness of the bor-
rower, and chattels are a convenient secu-
rity.
Rate differentials between chattel-secured
and other loans were widest for the smallest
loans—reflecting concentration in this size
group of instalment loans with interest paid
on the original amount. Rates on loans for
intermediate-term investment secured by
chattel mortgages averaged 8.5 per cent for
loans of less than $500. This was about 1
percentage point above the rate for loans of
the same size and purpose secured by en-
dorsement or by farm real estate, and 1.5
percentage point above that on unsecured
loans. The relatively high rate for loans on
chattel mortgage was less evident on notes
of $10,000 and over.
Loans secured by farm real estate carried
lower interest rates than any other security
group, except among the smaller loans. A
relatively high rate on small loans secured
by real estate reflected the greater frequency
in these sizes of the use of real estate security
for loans for current expenses or interme-
diate-term purposes—with typically higher
rates than for the purchase of land. The de-
cline in average rate as size of loan increased
was more rapid for loans secured by real
estate than for other types of security, reflect-
ing both the usual decline in rates on larger
sizes of loans, and the rising proportion of
loans to buy real estate within this security
grouping.
Maturity and repayment method. In order
to relate both maturity and repayment
method to interest rates, average rates for a
single size-group of loans are shown by ma-
turity groupings and by the three repayment
methods—single-payment, instalment with
interest charged on amount outstanding, and
instalment with interest charged on the orig-
inal balance (Table 5). The size-group
selected is the middlemost, $l,000-$4,999,
which included a substantial proportion of
all bank loans to farmers—one-third of the
number and two-fifths of the amount.
Rates on single-payment loans were gen-
erally a little higher than rates on instal-
ment loans of similar maturity with interest
charged on the unpaid balance.
Interest rates varied slightly by maturity
for loans of similar size and similar repay-
ment method. Among single-payment loans
and instalment loans with interest paid on
the outstanding balance, rates on loans with
maturities of 9 months to 1 year were higher
than on loans of shorter maturities, on de-
mand loans, and on loans with maturities
of more than 5 years.
The method of charging interest on in-
stalment loans had a marked effect on in-
terest rates. Where interest is charged on
the current unpaid balance, the average rate
—for loans with similar characteristics, es-
pecially size—did not vary greatly from
rates on single-payment loans. A substan-
tial proportion of instalment notes and es-
pecially those for large amounts were of this
type. Where interest is charged on the orig-
inal amount throughout the life of the loan,
however, the interest rate was much higher.
It averaged 10.7 per cent for all such instal-
ment loans of this type, varying little by ma-
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TABLE 5
INTEREST RATES ON FARM LOANS OF SPECIFIED SIZE, BY REPAYMENT METHOD, MATURITY, AND PURPOSE
JUNE 30, 1956
[Average annual rate at insured commercial banks, in per cent]


















9 months-1 year. . ,
15 months-5 years.
Over 5 years





























































































1 Size of note when originally made or (if renewed) when last
renewed. Notes of $ 1,0CO-$4,999 are the middlemost groups ($ 1,000-
$ 1,999 and $2,000-$4,999) of the size groupings shown in Table 1;
they accounted for 32 per cent of the number and 40 per cent of the
amount of farm loans outstanding at insured commercial banks on
June 30, 1956. 2 Too few notes for a significant average.
turity groups. While this rate was about 4.6
percentage points higher than the rate on
farm loans repaid by other methods, it was
about the same as the rate on similar instal-
ment loans paid by nonfarm borrowers, such
as buyers of new automobiles.
While instalment loans with interest
charged on the original balance formed only
11 per cent of the total number and 5 per
cent of the total amount of farm loans, they
constituted a substantial portion in certain
classifications, especially among small notes
for intermediate-term investments with ma-
turities of 1-3 years, and among loans that
the banks acquired by purchase. Some 85
per cent ($224 million out of $262 mil-
lion) of all the loans with interest charged
on original amount were for intermediate-
term investment purposes. Of the $224
million, $145 million had been acquired
from dealers.
Renewal status. Almost 30 per cent of
the 3.5 million notes outstanding on June
30, 1956 had been renewed—one-fifth as
planned at the time they were made and one-
tenth for other reasons. Rates on the large
volume of unrenewed notes were higher than
those on notes renewed by plan, especially
for medium-size and small notes (Table 4).
The unrenewed loans included practically all
of the instalment loans with interest paid on
the original amount, on which interest rates
were typically high. Also, where a single-
payment note had been renewed, probably
the size of the note when last renewed was
often less than the original amount loaned,
while the interest rate on the renewed note
was frequently the rate that had been fixed
for the larger original note. These factors
probably explain a considerable part of the
difference in rates.
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BORROWER CHARACTERISTICS
Within each size-group of loans, interest
rates on farm loans varied somewhat ac-
cording to such borrower characteristics as
net worth, type of tenure, and type of farm.
Net worth. Farmers with large net worths
appeared to be considered better risks than
farmers with medium-size or small net
worths, and they were charged lower rates
of interest, especially for smaller loans
(Table 6). For the smaller loans, the
average interest rate in mid-1956 was
around 1 percentage point lower for bor-
rowers in the largest net worth group ($25,-
000 and over) than for borrowers in the
smallest net worth group (less than $3,-
000), irrespective of the purpose of the loan.
The differential narrowed as size of loan
increased and almost disappeared for the
largest loans.
This characteristic of the interest rate
structure of farm loans can also be viewed
by looking at loans of $l,000-$4,999, the
middlemost of the size groups. On loans
for current expense purposes in this group,
the farmer borrower with net worth under
$10,000 paid interest at about 7.0 per cent,
compared with 6.5 per cent for a farmer
with from $10,000 to $25,000, and 6.0
per cent for a farmer with a net worth of
$25,000 and over.
Borrowers with small net worths and
large loans, most of which were secured by
chattels and farm real estate, paid rates that
compared favorably with rates on similar-
size loans by borrowers with larger net
worths. These borrowers apparently had
other characteristics related to creditworthi-
ness (including strong endorsements or
guaranties in some cases) sufficiently favora-
ble to warrant lower interest rates.
Tenure. Within net worth groups under
$25,000 and for loans secured by other
than farm real estate, tenants paid in-
terest at lower rates than owner-operators
on loans of similar size for current expenses
TABLE 6
INTEREST RATES ON FARM LOANS, BY NET WORTH OF BORROWER, PURPOSE, AND SIZE OF NOTE, JUNE 30, 1956
[Average annual rate at insured commercial banks, in per cent]
















































































































































1 When originally made or (if renewed) when last renewed.
2 Total includes about $100 million of notes acquired by banks
for which net worth information was not reported, and all net worth
classes include notes made for repayment of debts and miscellaneous
purposes, not shown separately.
3 Too few notes for a significant average.
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TABLE 7
INTEREST RATES ON FARM LOANS OF SPECIFIED SIZE,
BY NET WORTH AND TENURE OF BORROWER
AND BY PURPOSE, JUNE 30, 1956
[Average annual rate at insured commercial banks, in per cent]










































































1 Size of note when originally made or (if renewed) when last
renewed.
2 Excluding farm real estate purchase, but including other purposes
not shown separately.
3 Too few notes for a significant average.
or for intermediate-term investments. In
order to eliminate the effect of size of loan,
average interest rates are arranged in Table
7 by net worth and tenure of borrower for
loans in the middlemost size group, $1,000-
$4,999.
Wide regional differences in rates were
concealed, however, by the national aver-
ages. The favorable differential for tenants
prevails primarily in the Corn Belt and ad-
jacent areas where tenants included a large
number of operators with substantial assets
in machinery, livestock, and other chattels,
who rent land, and who may have a better
production potential than owner-operators
with the same net worths invested largely in
land. Many loans to such tenants may also
have been on feeder cattle which carry a
low rate. In the South, tenants or croppers
paid interest at slightly higher average
rates for non-real-estate secured loans than
did owner-operators with similar net worths.
In other regions variations in rates related to
tenure were not clearly defined.
Type of farm. The Survey data showed
some variation in interest rates that could be
directly related to the type of farm operated
by the borrower. Farmers operating cotton
farms, and borrowing $l,000-$4,999, paid
TABLE 8
INTEREST RATES ON FARM LOANS OF SPECIFIED SIZE, BY TYPE OF FARM AND BY FEDERAL RESERVE DISTRICT,
JUNE 30, 1956






















































































































1 Size of note when originally made or (if renewed) when last
renewed.
2 Too few notes for a significant average.
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the highest rates—7.1 per cent on the aver-
age—regardless of the purpose of the loan.
Farmers operating meat animal farms paid
the lowest rates for current expense and in-
termediate-term investment loans in the
same size grouping. Average rates on loans
for other types of farm were between these
extremes (Table 8). Similar variations in
rates occurred in other size-of-loan group-
ings. Rate differentials associated with pur-
pose of loans were about the same for all
types of farm.
SIZE OF BANK
Average interest rates for total farm loan
portfolios varied by size of bank. The dif-
ferences between the small and the large
banks was 0.7 of a percentage point (Table
9). The highest average rate on direct loans
was at the small banks and the highest on
acquired loans was at the large banks.
TABLE 9
INTEREST RATES ON FARM LOANS BY SIZE OF BANK
AND SIZE OF NOTE, JUNE 30, 1956






























































1 Size of note when originally made or (if renewed) when last re-
newed,
2 Too few notes for a significant average.
For direct loans, which are the greater
part of the farm loan business of banks, the
difference in average rates by size of bank
practically disappears for loans of similar
size. Lending by small banks is concen-
trated in the smaller loans, as one would ex-
pect, while the large banks make the greater
proportion of the larger loans to customers
with higher net worths. Two-thirds of the
dollar amount of farm loans outstanding at
large banks in mid-1956 were to borrowers
with net worths of $25,000 and over, while
two-thirds of the loan balances at small
banks were to borrowers with net worths
under $25,000.
The interest rate structure differed greatly
for farmers' notes purchased by banks from
merchants and dealers. The general level
of rates on acquired loans was above that
on direct loans for all sizes of banks and all
sizes of loans. The differential was widest
at the large banks. Three-fourths of the
acquired notes were for the purchase of ma-
chinery and another eighth for the purchase
of consumer durable goods. The notes were
predominantly payable in instalments and
for a large proportion of them the interest
was charged on the original amount of the
loan. For three-eighths of the dollar amount
of acquired loans for all intermediate-term
investment purposes the interest was charged
in this manner, compared with about 6 per
cent of similar loans made directly. As was
brought out earlier, the interest rate on such
loans was substantially higher than on other
categories.
At the large banks, the proportion of
farm loans, especially the small ones, made
by acquiring notes from merchants and
dealers was greater than at the small banks.
At some large banks this part of their busi-
ness is handled by a special department.
Purchased notes made up a greater propor-
tion of the farm loan business of the larger
banks in the New York, Richmond, Atlanta,
and Minneapolis Federal Reserve Districts
than in other parts of the country.
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